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HOTELI ER AND THREE EXECUTI VES CONVI CTED
IN U S. COURT IN $100 MLLION-DOLAR BANK FRAUD

DAVI D N. KELLEY, the United States Attorney for the Southern
District of New York, announced that MONTY D. HUNDLEY, a principal
of a major United states hotel chain, was convicted yesterday in
Manhattan federal court of masterm nding a schene that defrauded a
dozen creditors out of nearly $100 million dollars, follow ng a three-
month trial before the United States District Court Judge LORRETTA A
PRESKA. Three fornmer senior executives of the conpany were also
convicted for their roles in the schene.

HUNDLEY was one of two princi pal s of Tol | man- Hundl ey Hot el s,
a group of conpanies that at its peak owned, managed, and operated
nore than one hundred hotels throughout the United States and he was
al so one of the fornmer owners of Days Inn of Anerica, the parent
conpany of the Days Inn hotel chain.

The three fornmer executives of TOLLMAN-HUNDLEY HOTELS
convi cted were Executive Vice President and General Counsel SANFORD

FREEDMAN, Chi ef Financial Oficer JAMES CUTLER, and Vice President of



Fi nance HOMRD ZUKERVAN. HUNDLEY' s busi ness partner and all eged co-
conspirator, Stanley Tollman, is a fugitive.

According to the Indictnment and the evidence presented at
trial, throughout the 1980s and 1990s, HUNDLEY and Tollman built a
series of conpani es that owned and nmanaged nore than 100 hotels. The
grow h of those conpani es cane about |argely through borrow ng of
hundreds of mllions of dollars from and through various financi al
institutions, including Chem cal Bank, National Wstn nster Bank,
First National Bank of Chicago, Marine Mdland, and Security Pacific
(now Bank of Anerica)(“the Defrauded Financial Institutions”).
HUNDLEY and Tol | man personal | y guaranteed nmany of these | oans.

In the early 1990s, nmany of their hotel properties failed
to repay these loans, and, following a restructuring, HUNDLEY and
Tol I man signed deficiency notes nmaki ng thensel ves personally |iable
to their creditors, including the Defrauded Financial Institutions,
for approximately $100 milli on.

According to the evidence at trial, at around the sane ti ne,
HUNDLEY and Tol | man sol d Days I nn of Anerica to Hospitality Franchise
Systens (“HFS’), the predecessor of Cendant. In connection wth that
sal e, HUNDLEY and Tol | man entered i nt o an earnout agreenment w th HFS,
entitling thempersonally to nore than a mllion shares of HFS stock
under certain circunstances. Pursuant to that agreenent, between 1993
and 1995 HUNDLEY and Tol | man received and sold nore than a hundred

mllion dollars worth of HFS stock.



Rat her than use the proceeds of the HFS stock sale to repay
their creditors in full, the evidence at trial showed that HUNDLEY and
Tol l man, with the assistance of FREEDVAN, CUTLER and ZUKERMAN i nst ead
pul l ed of f a massive fraud. The conspirators (1) fal sely represented
t o HUNDLEY and Tol I man’s creditors that HUNDLEY and Tol | man wer e broke
and | acked the neans to repay their debts; and (2) duped the creditors
into selling those debts, at a steep discount, to purportedly
unrelated third parties who, the evidence showed, were in fact sham
entities controlled and funded by HUNDLEY and Tol | man.

To convince the banks that Toll man and HUNDLEY were broke,
the evidence at trial showed that the defendants nade various fal se
oral and witten statenents to the banks, including providing the
banks wth financial statenments and schedul es which om tted numnerous
substantial assets of HUNDLEY and Tollman, including (1) the $100
mllion fromthe sale of HFS stock; (2) Tollman’s multim | 1lion dollar
homes in Palm Beach, Florida, 485 Park Avenue in Mnhattan, New
Preston, Connecticut, and London, England; (3) HUNDLEY's multim |l 1lion
dollar home in Bedford, New York; and (4) Tollnman and HUNDLEY' s
ownership interests in various businesses they controlled, including
Al pha Hospitality, a publicly traded gam ng conpany.

To convince the banks that the purported third parties
offering to purchase the debts were real, the evidence at trial
showed, HUNDLEY and Tol | man, with the assi stance of FREEDVAN, CUTLER

and ZUKERMAN, falsely represented to the Defrauded Financial
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Institutions that they had found a group of “European investors”
willing to purchase the debt from the Defrauded Financi al

Institutions, at a steep discount (typically 10%of the face val ue of
the debt). HUNDLEY and Toll man thereafter identified two conpanies
that they secretly controlled -- Paternoster Hol dings, and Chel sea
Acquisitions Inc. -- as the conpanies through which these unnaned
Eur opean i nvestors purportedly woul d purchase the debt. The evi dence
at trial showed there were no European i nvestors; instead, Paternoster
and Chel sea were strawentities controll ed by HUNDLEY and Tol | man, and
Pat er nost er and Chel sea purchased the debt largely with the proceeds
of the sale of HFS stock that HUNDLEY and Tol | man had hi dden from
their creditors. Incertaintransactions, HUNDLEY, Tol | man, FREEDVAN

CUTLER, and ZUKERMAN enl i sted a New York busi nessman, Janmes Cohen, to
pose as the representative of the "European investors"” supposedly
financi ng Pat ernoster and Chel sea, and pretend to negotiate with the
Def rauded Financial Institutions on their behalf. In truth, HUNDLEY
and Toll man, directly and through FREEDVAN and ZUKERMAN, dictated to
Cohen, their co-conspirator, his negotiating positions.

The evi dence al so showed t hat HUNDLEY, Tol | man, and FREEDVAN
all egedly arranged for business associates of Tollman and famly
relations of Tollman who did not share Tollman's |ast nanme to sign
contracts and ot her docunments for Paternoster and Chelsea. In nany
of the contracts, the famly relations expressly represented, fal sely,

that Paternoster and Chelsea were truly separate entities, not



controlled or beneficially owed by HUNDLEY and Tollman. In certain
transactions, HUNDLEY and Tollnan thenselves also specifically
represented, falsely, that they had no financial interest in
Pat er nost er and Chel sea, or that they were not funding Paternoster's
purchase of their debt.

The evidence at trial established that between 1993 and
1996, the conspirators persuaded t he Defrauded Fi nanci al Institutions
and certain other creditors to sell nore than $100 million in TOLLMAN
and HUNDLEY' s personal debt to Paternoster and Chel sea for |ess than
$10 million.

Perjury

The jury al so convicted defendant FREEDVAN of perjury for
giving false testinony in a deposition relating to a bankruptcy case.
The evidence at trial showed that one of HUNDLEY and Tollman’s
creditors becane suspicious of whether Paternoster was truly an
i ndependent entity from HUNDLEY and Tollman, and attenpted to
investigate that subject during a bankruptcy proceeding by, anong
ot her things, questioning FREEDVMAN under oath at a deposition. The
evi dence at trial showed that during the deposition, FREEDVAN lied in
an effort to create the false inpression that Paternoster was a
legitimate third party, rather than a pawn, controlled by HUNDLEY and
Tol | man.

| ncone Tax Evasi on

In addition to the bank fraud schene descri bed above, the
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jury al so convi cted def endants HUNDLEY and CUTLER of participating in
a separate, decade-long conspiracy to defraud the I RS by causing the
Tol | man/ Hundl ey conpanies to fail to report to the IRS nore than $29
mllion in conpensation paid to a dozen Toll man/ Hundl ey enpl oyees
during the 1990s. The evidence revealed that for certain senior
executives at the Toll man/ Hundl ey conpanies, the conpanies sinply
chose not to issue W2s or 1099s reporting their conpensation to the
| RS, and that for other executives and enpl oyees, the conpani es i ssued
W2s or 1099s reflecting only a portion of their true incone.

The jury also convicted HUNDLEY of nunerous personal tax
charges: inconme tax evasion for the tax years 1994 and 1995, failure
tofiletinely tax returns for the tax years 1994 and 1995, and filing
fal se tax returns for the years 1995-1999.

The evidence at trial showed that HUNDLEY — who recei ved no
W2s or 1099s fromhis conpanies - owed nore than $2 million in taxes
for 1994 and nore than $1 nmillion in taxes for 1995, but failed to
file atinely return in either year. |Indeed, the evidence at trial
showed that HUNDLEY failed to file any personal income tax returns
fromat | east 1974 until the start of this investigationin 1996. The
evidence further showed that upon l|learning he was under crimna
i nvestigation, HUNDLEY for the years 1995 through 1999 filed tax
returns which falsely denied his ownership of a secret bank account
in Guernsey, the Channel Isl ands.

The jury al so convicted defendant CUTLER of two counts of

-6-



tax evasion, for the tax years 1994 and 1995, for failing to report
tens of thousands of dollars in “consulting fees” he received fromthe
Tol | man/ Hundl ey conpani es for which no 1099s or W2s were issued.

Def endant ZUKERMAN was previ ously prosecuted for his own tax
crimes in the Eastern District of New York, where, in 2000, ZUKERVAN
pled guilty to failing to file tax returns at a tine he was earning
nore than $150, 000 per year for which no 1099s or W2's were issued
by the Tol | man/ Hundl ey conpani es.

Brett Toll man, the son of the fugitive Stanley Tol |l man, pled
guilty on Septenber 5, 2003, to participating in the conspiracy not
to report to the IRS the true conpensation paid to Tol | man/ Hundl ey
executives and enployees and to a separate tax evasion schene
involving mllions of dollars inincone not reported to the I RS earned
fromthe Tollman fam |y conpany Trafal gar Tours.

According to docunents filed in court:

HUNDLEY, 60, lives in Wndenere, Florida.

FREEDVAN, 67, lives in Riverdale, the Bronx, New York.

CUTLER, 53, lives in Las Vegas, Nevada.

ZUKERNMAN, 57, lives in Syosset, New York.

The defendants were convicted of the followi ng counts and face

the foll ow ng penalties:

Crinme Def endants convicted |Penalty per count




Conspiracy to conmt
bank fraud in
violation of Title
18, U.S.C. 371

HUNDLEY (one count)
FREEDVAN (one count)
CUTLER (one count)

ZUKERMAN (one count)

5 yrs. inprisonnent;
fine in amount of
greatest of $250, 00,
tw ce gross gain, or
tw ce gross loss to
victinms; 3 yrs.
S.R; $100 SA
restitution;
forfeiture.

Bank Fraud, in
violation of Title
18, U.S.C. 1344

HUNDLEY (si x counts)
FREEDVAN (five
counts)

CUTLER (two counts)
ZUKERMVAN (two
counts)

30 yrs.

i mpri sonnent ;

i n amount of
greatest of $1
mllion, tw ce gross
gain, or tw ce gross
loss to victins; 5
yrs. S.R; $100 SA
restitution;
forfeiture.

fine

Fal se Statenents to
Banks, in violation
of Title 18, U.S.C.
1014

HUNDLEY (el even
count s)

FREEDVAN ( seven
counts)

CUTLER (one count)

30 yrs.

I npri sonnent ;

i n amount of
greatest of $1
mllion, tw ce gross
gain, or tw ce gross
loss to victins; 5
yrs. S.R; $100 SA
restitution;
forfeiture.

fine

Perjury, in
violation of Title
18, U.S.C. 1623

FREEDVAN (one count)

5 yrs.

i mpri sonnent ;
i n amount of
greatest of $250, 00,
twi ce gross gain, or
twice gross loss to
Gov't; 3 yrs. SR
$100 SA;, restitution

fine




Conspiracy to
Defraud the United
States in violation
of Title 18, U. S.C
371

HUNDLEY (one count)
CUTLER (one count)

5 yrs. inprisonnent;
fine in amount of
greatest of $250, 00,
tw ce gross gain, or
tw ce gross loss to
victinms; 3 yrs.
S.R; $100 SA
restitution

Tax Evasion, in
violation of Title
26, U. S.C. 7201

HUNDLEY (two counts)
CUTLER (two counts)

5 yrs.

i mpri sonmnent ;
i n amount of
greatest of $250, 00,
tw ce gross gain, or
twice gross loss to
Gov't; 3 yrs. S R;
$100 SA; costs of
prosecution

fine

Failure to File
Timely Tax Returns,
in viol ation of
Title 26, U S.C
7203

HUNDLEY (two counts)

1 yr. inprisonment;
fine in amount of
greatest of $100, 00,
tw ce gross gain, or
twice gross loss to
Gov't; 1 yr. SR $50
SA; costs of
prosecution

Subscri bing to Fal se
Tax Returns

HUNDLEY (five
counts)

3 yrs. inprisonment;
fine in amount of

greatest of $250, 00,
tw ce gross gain, or
twice gross loss to
Gov't; 1 yr. SR

$100 SA; restitution

Aforfeiture charge inthe I ndictment which seeks forfeiture

of $45 mllion from
Pr eska.

Def endant s

schedul ed to be sentenced before Judge PRESKA on June 2, 2004.

all four defendants

HUNDLEY, FREEDMAN,

I's pending before Judge

CUTLER and ZUKERMAN are

Brett

Tol I man i s schedul ed to be sentenced before Judge PRESKA on March 12,



2004.

M. Kelley praised the outstanding investigative work of
both the Internal Revenue Service and the Federal Bureau of
| nvestigation, and noted that the investigation is continuing.

Assistant United States Attorneys PETER G NEI MAN, JUSTI N
S. WEDDLE, JOHN P. COLLINS, JR and STANLEY J. OKULA are in charge of
t he prosecution.

The charges <contained in the Indictnment are nerely
accusations as to Stanley Toll man and he i s presunmed i nnocent unless
and until proven guilty.
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